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SUBJECT: PHILIPPINE BASE NEGOTIATIONS: TAXATION, SALES, 

AND SERVICES 
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1 . TAXATION. WE HAVE NEVER ATTEMPTED TO AVOID TAXATION ON 
INCOME DERIVED EROM PHILIPPINE SOURCES NOR HAVE WE SOUGHT 
TO HAVE OUR PERSONNEL EXEMPTED EROM EILING RETURNS WHEN 
REQUIRED. ACCORDINGLY, WE SEE NO DIEFICULTY IN SUGGESTING 
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TO THE PHILIPPINES THAT IT ENEORCE ITS LAWS BY TAXING AT 


Margaret P. Grafeid Deciassified/Reieased US Department of State EO Systematic Review 04 MAY 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 04 MAY 2006 


THE PHILIPPINE SOURCE ANY STOCK OR REAL ESTATE TRANSACTIONS 
OR OUTSIDE BUSINESS ACTIVITIES BY MEMBERS OF THE FORCES OR 
THE CIVILIAN COMPONENT OR THEIR DEPENDENTS. 

A. SIX YEAR LIMITATION. WITH RESPECT TO LIMITATION FOR 
CIVILIAN PERSONNEL PROPOSED PARA 4 REF A, ALTHOUGH GRAND- 
FATHER/EXCEPTION CLAUSE PROPOSAL IN PARA 3 REF B WOULD 
PROVIDE SOLUTION TO IMMEDIATE PROBLEM OF EXISTING CASES OF 
LONG-TERM EMPLOYEES (I.E., BARTON ET AL), WE MUST REITERATE 
OUR RELUCTANCE STATED PARA 3 REF C TO ANY SUCH TIME LIMI- 
TATION. RECOGNIZING THE SPECIAL INTEREST IN THE PHILIPPINES 
GENERATED BY THESE CASES, FACT REMAINS THAT THE WORDING OF 
THE U.S. DRAFT AGREEMENT GOES FURTHER THAN OTHER SOFAS IN 
PLACING LIMITATIONS ON CIVILIAN COMPONENT STATUS BY 
COMPLETELY DENYING THAT STATUS TO DUAL U.S.-PHIL NATIONALS. 
FURTHER, SUCH A PROPOSAL, BY DEPRIVING THE UNITED STATES 

OF TAX REVENUES FROM THESE EMPLOYEES, WOULD IN EFFECT TAX 
U.S. DEFENSE EXPENDITURES IN THE PHILIPPINES. FINALLY, WE 
CAN FIND NO CONCEPTUAL REASON WHY A DETERMINATION BY THE 
USG THAT IT IS IN THE BEST INTERESTS OF THE U.S. TO RETAIN 
ITS EMPLOYEES AT OVERSEAS LOCATIONS FOR EXTENDED PERIODS 
SHOULD RESULT IN A CHANGE OF THE EMPLOYEES' TAXABLE STATUS. 

B. CONTRACTORS. WE CONCUR YOUR POSITION DESCRIBED PARA 5 
REF A AND PARA 2 REF D. 

C. DECLARATION FORM. RE NEGATIVE DECLARATION FORM PARA 6 
REF D, QUESTION HAS ARISEN HERE WHETHER THIS TYPE OF 
REQUIREMENT IS UNIVERSALLY APPLIED IN PHILIPPINES TO 
PHILIPPINE CITIZENS, OTHER ALIENS, AND OTHER U.S. GOVT 
AGENCIES IN THE PHILIPPINES. WE ARE ALSO NOT CLEAR AS TO 

WHAT ACTIONS ON PART OF USG WOULD BE CONTEMPLATED TO ENSURE 
COMPLIANCE WITH FILING REQUIREMENT AND/OR TO TAKE ANY 
RESPONSIBILITY FOR ACCURATENESS OR FOLLOW-THROUGH. THERE 
ARE, OF COURSE, REALISTIC LIMITATIONS ON THE DEGREE TO 
WHICH WE CAN ACT AS AN ENFORCING AGENT, PARTICULARLY WITH 
RESPECT TO CIVILIAN EMPLOYEES AND DEPENDENTS. WE ALSO 
WOULD WISH TO AVOID A PRECEDENT THAT COULD INVITE OTHER 
COUNTRIES TO INSIST ON A SIMILAR REQUIREMENT. WOULD 
APPRECIATE USDEL'S EXPANDED VIEWS ON THESE QUESTIONS TO AID 
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IN OUR FURTHER CONSIDERATION OF THE ISSUES AS WELL AS 
USDEL'S VIEWS ON WHETHER AGREEMENT CONCERNING FORM IS 
CONSIDERED IMPORTANT TO PHIL POSITION ON OTHER ASPECTS OF 
TAXATION ISSUE. 

2. SALES AND SERVICES. WE LEAVE IT TO DELEGATION TO 
DETERMINE SUITABLE TIMING FOR TABLING OF PARA 1C ARTICLE 
XIX APPROVED PARA 7 REF C CONCERNING RESTRICTIONS ON 
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